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Purpose

Economists have long argued that innovation leads
to economic growth, and many studies have explored
the small business linkage between the two. This paper
explores the spillover effects from university research
and development (R&D), and more precisely, whether
university R&D activity influences the rate of local
new firm formations and economic growth.

Overall Findings

The study demonstrates that university R&D expen-
ditures were significantly related to new firm forma-
tions in the labor market surrounding the universi-
ties. The authors found this relationship to be statisti-
cally significant for five years beyond the initial
R&D outlay, albeit less and less so as time elapsed.
The findings document how government and private
sector R&D expenditures made through research uni-
versities contribute to economic growth via the num-
ber of resulting new startups.

Highlights

• Utilizing labor market area data, the authors ana-
lyzed the impact of R&D on communities for the
entire nation, rather than selected geographic regions.

• University R&D promoted higher new firm birth
rates. R&D spending was strongly related to growth
rates at the labor market level.

• The researchers discovered that R&D achieved
the greatest impact right after initial R&D expendi-
tures. Significant impact on the number of new firms
averaged five years.

• Labor market areas with larger average estab-
lishment sizes tended to have fewer firm startups.
The number of establishments (or competitors) also
negatively affected the firm birth rate.

Scope and Methodology

• The number of firm births from 1990 to 1999
was obtained from the Longitudinal Establishment
and Enterprise Microdata (LEEM) file at the U.S.
Census Bureau’s Center for Economic Studies.

• R&D expenditure data were derived from the
National Science Foundation’s (NSF) annual survey,
which includes Zip codes for university laboratories.

• Researchers relied on NSF data containing infor-
mation on Small Business Innovation Research
(SBIR) and Small Business Technology Transfer
Research (STTR) grants.

• The following Census Bureau data sources were
used: County Business Patterns, the U.S. Census of
Population, and U.S. Census Annual Surveys.

• Employment information was obtained from the
Bureau of Labor Statistics.

• The authors converted data into labor 
market areas.
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